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Investors who can see the benefits of holding global infrastructure assets face an early decision;
choosing between listed and unlisted infrastructure assets. While the benefits of unlisted
infrastructure are well known, this document highlights eight benefits of listed infrastructure, a
universe of more than 350 companies worth more than US$4 trillion at prevailing market prices.

While the ownership structure does not change the characteristics of the underlying infrastructure
assets (stable and reliable real returns and income over the business cycle), listed offers
additional benefits that complement unlisted global infrastructure investments.

SOME OF THE WORLD'S BEST
INFRASTRUCTURE IS LISTED

If investors want to own holdings in the world’s best
infrastructure companies, they are forced to turn, in part,

to listed markets because some of the best infrastructure
businesses can only be accessed this way. Paris’s Charles de
Gaulle international airport, Melbourne’s CityLink, and the high-
voltage electricity transmission network in England and Wales, for
example, are owned by listed infrastructure companies. Investors
have been well rewarded as these companies have achieved
rising returns on equity and higher earnings per share.

CHARLES DE GAULLE AIRPORT (PARIS)

‘Bloomberg, Magellan, as at December 2017.
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CHART 1: ADP - PASSENGERS, REVENUE, EBITDA
(2005 TO 2018)
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MELBOURNE'S CITYLINK

CHART 2: CITYLINK - TRAFFIC, REVENUE, EBITDA
(2006 TO 2018)
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Table 1: Examples of high quality assets within the listed
infrastructure universe.

COMPANY COMMENTARY
Sydney Airport is Australia’s largest airport
and is one of the busiest 40 in the world as
it handles over 44 million international and
Sydney ! . :
Airport , domestic passengers a year. Sydney Airport

enjoys a mix of businesses from which it earns
revenue, including international and domestic
aeronautical services, retailing and property.

UK-based National Grid owns and operates
regulated electricity and gas networks in the

: * UK and the northeast US. These networks are
ﬂaUO Na Ig rld monopolies because most of National Grid's
consumers have no other way to receive
electricity or gas.

American Tower is a communications tower
infrastructure company that provides co-
location space to wireless carriers across

its more than 170,000 communication sites
globally. The company operates in 16 countries
and five continents.

A

AMERICAN TOWER"®

Enbridge of Canada owns and operates

the world’s largest crude oil and liquids
transportation system across Canada and

the US. Enbridge’s assets are dominated by

a petroleum pipeline network that transports
ENBR’DGE more than two million barrels of crude oil per
day. The company owns a network of natural-
gas-related transmission and midstream assets
in North America, as well as Canada’s largest
natural gas distribution utility.

Source: Magellan
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AN ABILITY TO INVEST QUICKLY

The liquid nature of the listed infrastructure universe enables
investors to achieve their desired strategic allocation in relatively
short order. We estimate that an investor can deploy US$500
million in the world’s best listed infrastructure assets within

a number of weeks while it can take investors in unlisted
infrastructure a number of years to invest their capital. Chart 3
below shows the growing ‘committed but not deployed’ capital
has exceeded US$100 billion since 2013.

CHART 3: GROWING '‘COMMITTED BUT NOT DEPLOYED'
CAPITAL HAS EXCEEDED US$100 BILLION SINCE 2013
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DIVERSIFICATION ACROSS SECTORS AND
REGIONS

Listed infrastructure companies own and operate assets located
around the world (developed and emerging countries) and
across the spectrum of infrastructure sub-sectors (including
utilities, infrastructure and social). This diversity means investors
can dynamically build high-quality well-diversified portfolios of
infrastructure assets.
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CHART 4: SECTOR AND GEOGRAPHICAL EXPOSURE OF THE

MAGELLAN SELECT INFRASTRUCTURE STRATEGY
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Source: Magellan.

*Sectors are internally defined. Geographical exposures are by domicile of listing. As at 31
December 2018

This compares with the unlisted funds which typically hold a
concentrated portfolio of between five and 15 assets with a bias
to a sector or region depending on available assets, during the
Funds investment period.

More recently, as illustrated in chart 5 below, approximately
50% of completed infrastructure deals were focused on
renewable energy generation assets , resulting in most unlisted
infrastructure funds having a bias to the renewable energy
sector. Achieving portfolio diversification can be challenging with
an unlisted-only approach.

CHART 5: REPRESENTATIVE SECTOR ALLOCATION
AMONGST 2015-2018 PRIVATE-MARKET INFRASTRUCTURE
FUNDS
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) AN ABILITY TO TILT ACROSS REGIONS
AND SECTORS

Once investors have built a well-diversified portfolio of global
listed infrastructure stocks, they can readily adjust holdings
across sectors and regions to take advantage of different pricing
conditions across markets. This ability can enhance the risk-
return profiles of portfolios.

Unlisted infrastructure funds are generally unable to make
medium-term tilts across regions and sectors during the life of
the fund to take advantage of pricing opportunities.

CHART 6: ACTIVE SECTOR TILTS ACROSS THE MAGELLAN
SELECT INFRASTRUCTURE STRATEGY 2010-18
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&) LIVE PRICES REDUCE ILLUSIONARY RISK
REDUCTION

The intrinsic value of any long-dated asset (including
infrastructure assets) is simply a function of its future cash
flows and their associated risks. Because of the predictability of
their cash flows, the intrinsic valuations of infrastructure assets
tend to be stable over time. Despite this, stock prices fluctuate
above and below this intrinsic value, presenting investors the
opportunity to achieve superior risk-adjusted returns.

The more infrequently asset valuation takes place, the less
accurate the accounting value of an asset is likely to be.

As a result, less-frequently valued assets (such as unlisted
infrastructure assets) present risks to certain institutions such

as defined contribution plans. For these, the liquidity mismatch
created by offering members the ability to transact (by switching
investment options or joining/departing the plan) more regularly
than assets are valued increases the risk of such a plan’s assets’
values being misrepresented to investors, which can lead them
to join the plan at an inflated price (or depart at an artificially
low price). As defined contribution funds generally allow their
members daily liquidity, even quarterly valuations present
significant risk for members to transact at inaccurate prices.

The counter-argument often put forward is that listed
investments contain ‘beta risk’; i.e., are subject to the volatility
of the broader equities market because they are listed on an
exchange. The merit of this argument is rather difficult to follow.
For example, in the event that an asset is 50% privately traded
and 50% publicly traded, it is difficult to make the case that the
publicly traded portion of the same asset carries higher risk.
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Given the above, it is rather surprising that many institutional
investors deem private-market assets lower risk than their
publicly traded equivalents. In the eyes of rational investors,
asset valuation frequency has no bearing on an asset’s
fundamental business risk; however, the more frequently an

CHART 8: RELATIVE PRICING OPPORTUNITIES WITHIN

GLOBAL AIRPORTS
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As shown in Chart 7, within the UK utilities sector, valuation
differences have been pronounced. Despite the country’s
sophisticated regulatory regime that permits utilities to earn
a set, fair return on their regulated asset base (which can be

thought of as net tangible assets), and regardless of ownership, o TRANSPARENCY OF ASSETS FROM THE

valuation premiums have persisted over the past decade. The
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Sources: Company accounts, Magellan research.

chart shows private-market transaction valuations have exceeded OUTSET
trading multiples by between 20% and 50% to the underlying Another benefit of listed securities is that investors are well
net tangible assets. The mispricing opportunities are also informed and aware of the likely assets that will form part of a
available within global airports. listed infrastructure portfolio. Key assets are typically disclosed
to investors on a quarterly basis. This contrasts with private
CHART 7: RELATIVE PRICING OPPORTUNITIES WITHIN UK infrastructure funds that can often involve a ‘blind commitment’
WATER UTILITIES to a fund that may, at the end of the investment period, hold

lower-quality non-core assets than promised at the outset.

UK Regulated Utilities - RAB Premiums for Transactions

R ) NO FORCED ASSET SALES

s0% | . c, e Another factor in favour of listed securities is that there are
e e wstommanams N0 fOrced asset sales. The closed-ended nature of private

40% | pestschetiira Fund o ST infrastructure funds can result in redeeming assets at sub-

Takeover offer

optimal market conditions. The open-ended nature of listed

E N % & Chatengerl I/ ms o for SVT rejected
i . R, - assets means exposure can be held indefinitely.
£ e PETAI -~ -
[} 20% - 3i/ CPPIB / CFS [ TFM.
2
10% -

United Utilities Trading Premium

Severn Trent Trading Premium

0%

-10% -

Sources: Company accounts, Magellan research.

™ info@magellangroup.com.au \. +61 2 9235 4888

Important Information: This material has been prepared by Magellan Asset Management Limited (‘Magellan’) for general information purposes and must not be construed as invest-
ment advice. This material does not constitute an offer or inducement to engage in an investment activity nor does it form part of any offer or invitation to purchase, sell or subscribe for
in interests in any type of investment product or service. This material does not take into account your investment objectives, financial situation or particular needs. You should read and
consider any relevant offer documentation applicable to any investment product or service and consider obtaining professional investment advice tailored to your specific circumstances
before making any investment decision. This material and the information contained within it may not be reproduced or disclosed, in whole or in part, without the prior written consent of
Magellan. Any trademarks, logos, and service marks contained herein may be the registered and unregistered trademarks of their respective owners. Nothing contained herein should be
construed as granting by implication, or otherwise, any licence or right to use any trademark displayed without the written permission of the owner.

Statements contained in this material that are not historical facts are based on current expectations, estimates, projections, opinions and beliefs of Magellan. Such statements involve
known and unknown risks, uncertainties and other factors, and undue reliance should not be placed thereon. Additionally, this material may contain “forward-looking statements”. Actual
events or results or the actual performance of a Magellan financial product or service may differ materially from those reflected or contemplated in such forward-looking statements.

Certain economic, market or company information contained herein has been obtained from published sources prepared by third parties. While such sources are believed to be reliable,
neither Magellan or any of its respective officers or employees assumes any responsibility for the accuracy or completeness of such information. No person, including Magellan, has any
responsibility to update any of the information provided in this material. MC119



